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Introduction to the Situation 





Located in Collegeville, Pennsylvania 
ə  * 80 hospitals in or around Collegeville 


+ A Surgical Device manufacturer and seller 
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+ Challenge faced: SINT ios 
e New Affordable Care Act (ACA) Medical Device Excise 
Tax of 2.396 of Revenue 
e Impact: 10% reduction in Net Profits 


+ Goal: 





« Identify cost savings to offset new ACA Medical Device 
Tax of 2.3% of Revenue 


Financial and Inventory Overview 


Expenses rising, Earning dropping Key Financial Highlights 
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Financials Review 


Revenue growth strong but showing slowdown: 
$7,000 » Strong growth from 2010 to 2012: 1296 annual average 


— » Slower but steady growth 2012 to 2014: 496 annual average 
$5,000 MR 
| SG&A disproportionate compared to Revenue growth 
n | » SG&A was 37.2896 of revenue in 2010, grew to 45.0796 of 
— revenue in 2014 
$2,000 
pA Operating Income progress erratic with negative growth 
> > Grew 3.07% from 2010 to 2012 annually 
2011 2012 2013 2014 


2010 > Reversal to -12.3% negative growth from 2012 to 2014 


—— Revenue —— SG&A —— Operating Income —— Net Earnings annually 
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Inventory Composition 


3 Key Inventory and Receivables Highlights 

T - dus eae » Extremely high Accounts Receivable and Finished Goods 

: » Accounts Receivable at $1,017 million at the end of 2014 at 

> E 2896 of current assets, up from 2596 in 2013 

. » Finished Goods at 7896 of Total Inventory at $743.7 million 
0% 10% 20% 30% 40% 50% 60% 70% 80% at the end of 2014, similar to 78% at the end of 2013 


Current Outbound Product Flow 
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l "R Storage Facility 
Production Transportation Sterilization Transportation i 


Assembly 48 hours Center (offsite) 48 hours 
Manufacturer 





Transportation 
Using Distributor or Third Party Logistic companies 


Loaner Offices 7 
Central T 
Distribution TN ik | 
Center PP'Y 
Branch Offices g 





Sales Operating 
Representatives Room 


For Replenishment and Re-sterilization 









Key Workflow Highlights 


> Offsite Sterilization 


> Chain of Loaner and 
Branch offices in 
distribution logistics 


> Sales Representatives 
play a larger role in 
inventory movement with 
‘trunk stock’ 


> Ground Transportation 


Executive Summary — Improvement Proposals and their Benefits 


» Establish Smart Kiosks at hospitals for Effective Inventory Control 
> Enable them to effectively control the inventory 
» Reduce the need for hospitals to carry the inventory themselves 
» Enable the manufacturer to have complete visibility into the "last mile" of the supply chain 


» Make more effective use of RFID in collaboration with Smart Kiosks 
» Enable RFID tracking for each storage location rather than only the first or second tier 


distribution points 
> Proper RFID usage can save time and effort that Tracking system requires while minimizing the 


risk of inconsistent and unreliable data 
> Greater transparency and a single source of inventory information 


E UP Midterm 7. 


Executive Summary — Improvement Proposals and their Benefits 


» Migrating to a Shared Supply Chain Model and collaborate towards Lean 
» Enable manufacturers to compete based on their product, rather than on the final mile delivery 
and also improve the supply chain 
> Enable greater collaboration among all trading partners in the devices supply chain — 
manufacturers, their customers and the third-party logistics providers that support them 


> Transition from Distribution Model to Forward Stocking Locations (FSL) 
» Keepsthe inventory closer to the end customer (hospital) 
» Eliminates the challenges of traditional trunk stock management or lack thereof 
» Reduce cost of transportation further 
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Key Performance Indicators and Decisive Metrics 


Key Performance Indicators considered while making solutioning decisions: 


Can the 
solutions be 
sustained for 


long term 
with benefits? 


Do the 
solutions 


meet the 
company’s 
objectives? 





Are the 
solutions 
feasible for a 
seamless 


Sustainability Feasibility EE 





Key Performance Indicators 


Strategic 
Objective 


Do the 
solutions help 


Cost Savings 


achieving the 
cost savings 
targeted? 





Decisive Metrics 


Analyzed and addressed while arriving 
at the solutions: 


» Increase in Net Earnings 

» Increase in Operating Margin 
» Control on SG&A and COGS 
> Inventory Turnover 

» Days Inventory on Hold 

» Finished Goods to Inventory 
» On-Time Delivery 


» Products in Compliance 
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| Eliminate offsite S Significant Benefits 
Production Storage Facility of 


Assembly sterilization Manufacturer > Time 


» Allow just-in-time sterilization 
No Transportation inhouse No Transportation : pe . . 
Internal Movement Only Sterilization Unit Internal Movement On » Significa nt inventory reduction 
» Immediate access to emergency needs 
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Transportation 
Using Distributor or Third Party Logistic companies 


» Cost Control 
» Significant savings in Transportation 


costs 
Hospital Central MEN 
Supply » Significantly control on resultant cost 


of contract services 


Eliminate Loaner | 


Offices I 
Central J 





Distribution 





Center 
Branch Offices 
(reduced count) 


» Quality Control 
» Robustand direct control over a key 
manufacturing process. 
Sales POER > Superior quality is a key to the success 
and strategic direction 


Representatives 
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Unused Instruments and Devices 


Supply Chain Optimization: Inhouse Sterilization and Branch Office Reduction 


Additional Benefits 


» Better Adherence to Regulatory Compliance 
> Ability to address a fair amount of ambiguity because 
of their nature of having to be applied to differently 
designed facilities 


» Need to Expedite 
> Easily accomplished in case of emergencies as there is 
virtually no transportation delay 
> Moving quality assurance personnel from one part of 
the facility to another is simpler 


> In-house Expertise 
> Inhouse Experts or Consultants who know how the 
process should be performed and improved 
> Calculated investments can be done in that process 
through better technology to make it more efficient. 


Risks and Mitigation 


> New process not currently performed inhouse 
» Mitigate through detailed planning, infrastructure 
and personnel development 
> Prepare a Site Change Supplement for the FDA 


> High Initial Cost of Investments 
» Mitigate by quicker delivery to customers by saving 
on transportation and better quality of sterilization 
» Generate additional revenue through higher sales 
» Achieve lower costs due to elimination of continuous 
transportation costs 


» Direct Regulatory impact on sterilization 
> Mitigate by staying abreast of all requirements from 
regulators like U.S. Department of Health and Human 
Services Food and Drug Administration and others 
» Have periodic self assessment and independent 
audits to ensure conformance 
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Significant Benefits 











Production Eliminate offsite Storage Facility 
l Assembl sterilizatior of Manufacturer 
d l ` "OE » Control on Inventory Costs: 
l ee vemm es > Eliminate trunk stock carried by sales reps 
i internal Movement Only Sterilization Unit nternal Movement Only in their company-provided vehicles 
l > Reduce the amount of inventory in the 
Transportation : : RES 
| Using Distributor or Third Party Logistic companies supply chain significantly 
l f Eliminate Loaner | : 
! Offices > Control on Revenue not Recognized: 
Central NN > Eliminate the inventory just sitting with the 
l HELLE Hospital Central | ‘ting f lati hi | 
: Branch Offices Supply sales reps waiting for a relationship sale 
enter . è . 
(reduced count) > Cost of purchasing the inventory incurred 
i recovered by immediate revenue 
l generation 
| Sales Rep to liaison only 
i with Branch offices 
l Cmm sel > Fallin SG&A and Rise in Revenue: 
Hospitals MEM | l ; 
i & „Increase Sales Rep A Sales I » Reduce direct cost to the final product 
le with d i i a a ‘ 
i Surgeons J rn » Achieve increase in Revenue due to more 
Qa ao —— — uud inrita 
eae See es sales activities from the sales 
| Inventory to <10% i representative and 
l For Replenishment and Re-sterilization 


-——— -= E jr ee eee eee eee eee ee » Achieve overall final Net Earnings 


Realign Sales Representatives to Sales and Relationships 


Additional Benefits 


> Improve Sales Productivity: 
> Remove trunk stock that creates poor sales 
productivity. 
> Eliminate chances of the sales representative 
dedicating nearly 40 percent of their time on non- 
sales activities 


> Proper Inventory Accounting: 
» Mitigate risk of losing track of exactly how much 
inventory sales reps have on hand 
> Ensure these assets are included in quarterly 
statements or other inventory tracking systems 


Risks and Mitigation 


» Impact on Relationship with surgeons: 
> Mitigate by realigning role of sales representatives to liaising 
with surgeons around the 20% Physician Preference Items 
(PPIs) requirement 


> Loss of Highly Trained Individuals: 
> Mitigate by allowing sales representatives to spend requisite 
time in the operating rooms assisting the surgeons during 
cases as much required until the surgeon becomes 
comfortable with the PPI 


» Reduced visibility in the field and chance of 


downtime: 
> Mitigate by working in phased manner to initiate smart 
kiosks and using Forward Stocking Locations 


Total Short Term Cost Savings $ 289.68 
% Short Term Cost Savings 6.23% 


Benefit from Realigning Sales Representatives Benefits from bringing Sterilization Inhouse 


Sales Representative Impact Sterilization Inhouse and Branch Office Cut 
Total SG&A 2014 $ 2,683.56 


Total COGS 2014 $ 1,964.82 
Transportation (15% of COGS) $ 294.72 
Inhouse Sterilize Benefit (20% savings) $ 58.94 
Branch Office Cut Benefit (10% savings) $ 29.47 
Total COGS Cost Savings 


Sales Rep Expense $ 1,341.78 
10% employee cut (base $300K) $ 134.18 


Move 10% to base $150K 67.09 
Total SG&A Cost Savings 
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Commission earnings saved will be additional All figures above are in $ millions 
Re-align 10% of sales representatives to relationship 
roles with hospital surgeons to maintain the requisite 
relationships while the rest 90% continue direct sales 


Part of supply chain optimization is to eliminate 
transportation to and from the current offsite 
sterilization centers and reduce the number of branch 
offices by 50% to streamline stock movement 


Only Short Term cost savings and financial benefits have been calculated under the scope of this assignment 


Implementing RFID based Inventory Management with Smart Kiosks 
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Point of Use Reporting 






Alert | and Correct Y^ in Real-time 
Courtesy: Google Images 


RFID enables tracking and monitoring of any activities that are carried out using invisible radio waves over distances that 
range from less than a centimeter to those that span hundreds of meters. 
RFID has the potential to track physical items— products, equipment, and even humans-- in real time. 


Benefits of using RFID 


» Eliminates manual counting 

Produces accurate inventory records in real time 

» Provides immediate identification of procedure 
and item 

» Supports consignment inventory management 

» Eliminates stock-outs 

» Eliminates inventory waste (right-size inventory) 
and expired items 

» Reduces management costs 


V 


> Inventory and the annual inventory losses decreased by 
about 10% 
> Inventory is usually 99.99% accurate 


“Smart” Kiosks 


Key Concern that it can address: 
» Howto continue to bring product direct into the hospital, without sacrificing the cost savings and help achieve 
targeted margins? 


Benefits to Hospitals Benefits to Manufacturer 
» The surgical kits could be stored in "smart" kiosks at the > Kiosk distribution would enable the manufacturer to have 
hospital locations, which would enable them to effectively complete visibility into the "last mile" of the supply chain. 
control the inventory and it would reduce the need for the » Salesrepresentatives would only be required to maintain the 
hospital to carry the inventory themselves relationship with the surgeons and worry less about inventory 
control. 


Illustration of possible Smart Kiosks available for the Medical Devices Industry 


> Identification of connecting components 
on medical ventilators 
» Connections identified with an 
15015693 transponders 
» Reader module with integrated, 
eight channel antenna multiplexer 
embedded into the system 


» Automated delivery of devices, medication 
to maximize staff's time for patient care 
and improve efficiency and response. 

> Intelligent inventory management 
on a robotic vehicle 

» RFID Equipment used is Long Range 
HF Reader 





Courtesy: FEIG Electronics 


Supply Chain Optimization : Forward Stocking Locations (FSL) 
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Storage Facility 


Production Eliminate gifsite 
arilizatic of Manufacturer 


Assembly 14 tior i 
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Inhouse No Transportation 
Sterilization Unit nternal Movement Only 


No Transportation 
Internal Movement Only 


Transportation 
Using Distributor or Third Party Logistic companies 
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Forward Stocking Locations Benefits 


> Reduced costs 
> Reduction in costs of inventory management 
by eliminating over- or under-stocking 


> Increased visibility 
> Increased visibility into spare parts inventory 
through vested interest in keeping a 
stringent account of spare parts availability, 
reducing errors in purchase orders 


> Decreased theft 
> Only allowing access to authorized 
professionals and keeping spare parts safe 


> Less risk to climate-sensitive parts 
» Keeps most inventory in a climate- 
controlled, secure environment safeguarding 
against extreme temperature changes or 
moisture 


Shared Supply Chain Model with 3PLs involving collaborative Lean 


Illustrative Work Flow of a Shared Supply Chain Model 


Suppliers 


e 
é 





€ 
2 
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Logistics Service Provider 


e Consolidation 

e Inventory Management 
e Transportation (Hospital Delivery & Pick up) 

e Kitting & Re-kitting 

e Sterilization 

e QA & Inspection 

e Technology 

e Service (Parts, Repair, Equipment Maintenance) 









Milk Run 
e Service & Repair 

e Outbound Delivery 
e Returns from 
Hospital (All types) 








Hospital 


Shared Supply Chain Model Benefits 


» Enable manufacturers to compete based on 
their product, rather than on the final mile 
delivery and also improve the supply chain 

» Enable greater collaboration among all trading 
partners in the devices supply chain — 
manufacturers, their customers and the third- 
party logistics providers that support them 


Collaboration improving the Supply Chain 


> Create demand visibility as far downstream as 
possible 

Increase collaboration with trading partner's 
supply chains 

Improve forecast accuracy 

Improve the effectiveness of the S&OP 
process 

Increase collaboration with internal functions 
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Summarizing 


Summarizing the presentation 


» Started with a goal: 
» 2.396 cost savings to overcome the New Affordable Care Act (ACA) Medical Device Excise Tax of 2.396 of Revenue 


» Improvement ideas identified to achieve the goal: 

> Short Term —to generate immediate financial benefits 

> Re-alignment of sales representatives functions, supply chain optimization through inhouse sterilization and branch 
office reduction 

» Mid Term - to bring about sustainability and additional cost savings 
> Introduce RFID methodology for inventory management with Smart Kiosks 

> Long Term - to set the stage for maximum effectiveness 
> Migrating to a Shared Supply Chain Model with collaboration towards Lean and Forward Stocking Locations (FSL) 


» Financial Benefits envisaged: 
> Short Term — Weighted average savings: 6.2% 
> Sales Representative re-alignment: 15% of SG&A, Supply Chain Optimization: 4.5% of COGS 








